ABSTRACT: Every year Corporate Responsibility Magazine selects and ranks 100 companies on the basis of their corporate social responsibility. This study investigates the stock performance of socially responsible companies in the U.S. The monthly stock returns for these companies are analyzed and compared with the market performance, with the S&P 500 index designated as a proxy for the market. The empirical evidence suggests that these 100 companies outperform the market in their monthly stock returns. We also narrow down the number of companies selected to the top 75, 50, 25, and 10 firms. As we narrow down the companies selected, the difference between their returns and the market returns also narrows. In other words, a portfolio that includes all top 100 companies provides the best stock performance. We extend the analysis to long-term annual stock performance. We find that these socially responsible companies' annual returns are higher than the market returns for up to seven years after they are listed. We also conduct the same analysis on the top 75, 50, 25, and 10 firms, respectively. Similarly, the larger the number of these top 100 companies, the greater the tendency to generate higher annual returns. We suspect that because the difference between the socially responsible companies' average returns and the market returns is not dramatic, with a bigger population and thus a larger sample size, the difference becomes more significant. However, in practice, transaction costs must be considered. This study is limited in that it does not consider transaction costs. Nevertheless, we hope to shed some light on the issue of socially responsible companies' stock performance to encourage companies to start thinking about the importance of corporate social responsibility.
Introduction
Social responsibility is an important factor in consumers' decisions to support a company. This importance is increasing over time because people realize that the resources we share on this planet are limited. Bringing the concept into the financial field, it is worth investigating how socially responsible companies perform financially.
Most related studies are quite new, given that the social responsibility concept has only recently entered the spotlight. Muise (2009) compares the stock performance of socially responsible companies (SRCs) to non-SRCs and finds that SRCs outperform non-SRCs in their stock performance over a 5-year period with 120 sample firms selected from the New York Stock Exchange (NYSE) and the NASDAQ. Stanley (2001) expands the sample to include 359 firms and finds a positive relationship between social responsibility rating scores and market capitalization scores. Adewale and Sarah (2012) also find a positive relationship between corporate social responsibility measurements and corporate financial performance, with financial performance measured by return on equity (ROE). Sanker and Wadhwani (2012) provide empirical evidence that socially responsible companies outperform the market benchmarks over the long term.
Alternatively, some scholars argue that the positive relationship between social responsibility and financial performance is the result of data mining. Revelli and Viviana (2013) conduct a comprehensive literature review and conclude that there is no apparent link between socially responsible investment and financial performance. They contend that the financial performance of socially responsible investments is radically changing due to the empirical methods used by researchers.
As the literature is inconclusive with regard to the relationship between social responsibility and financial performance, we hope to provide updated evidence on this topic. We obtain our lists of socially responsible companies from the Corporate Responsibility Magazine website for the years 2009 to 2015. In March of every year, the magazine selects and ranks 100 companies on the basis of their corporate social responsibility during that year. In this study, the monthly stock returns for these companies are analyzed and compared with the market performance from April to the following March after the companies are selected. We use the S&P 500 index as a proxy for the market.
Our empirical evidence suggests that the 100 companies selected from our sample period from 2009 to 2015 outperform the market in their monthly stock returns after they are listed as socially responsible companies. To further investigate whether ranking makes a difference, we take the top 75, 50, 25, and 10 companies as they are ranked on the lists and examine their average monthly returns, respectively. As we narrow down the number of companies, the difference between these companies' returns and the market returns also narrows. In other words, a portfolio with all of the top 100 socially responsible companies provides the best stock performance for a year after they are listed.
We extend the analysis to long-term annual stock performance. We find that these top 100 companies' annual returns are higher than the market returns for up to seven years after they are listed. We also conduct the same analysis on the top 75, 50, 25, and 10 companies, respectively.
Similar to the findings on monthly returns, the difference between the companies' annual returns and the market returns seems to become smaller when we narrow down the number of companies selected. In other words, the bigger the population of these top 100 socially responsible companies, the greater the tendency to generate higher annual returns. We suspect that because the difference between the socially responsible companies' average returns and the market returns is not dramatic, with a bigger population and thus a bigger sample size, the difference becomes more significant. This paper proceeds as follows. The data and methodology are set forth in Section 2. Section 3 presents the empirical results. Section 4 concludes the paper.
Data and methodology
We For the 172 active companies, we collect their monthly stock prices from March 2009 to March 2016. For the 17 inactive companies, we obtain the monthly prices for the same period when data are available. The monthly returns are calculated as (P 1 -P 0 )/P 0 , using the adjusted prices given on Yahoo! Finance for each stock and the S&P 500 index as a proxy for the market, where P 1 is the price for the current month and P 0 is the price for the last month. Monthly returns are generated for each stock during the sample period from 2009 to 2016. We compute the monthly stock returns of the listed companies to measure the short-term stock performance after the companies are listed as socially responsible companies. We compare stock performance with market performance. We also calculate annual returns by cumulating the monthly returns over the year to examine the companies' long-term performance after being listed.
Empirical Results
We compute the monthly returns for companies after they are listed as socially responsible. As the ranking is released in March of every year, our monthly returns start from April of each year. Note that the socially responsible company list is updated annually, which means there are 100 different companies listed every year. We find some outliers in the monthly returns. To avoid biased results from the outliers, we exclude the monthly returns over 50. The average monthly returns for the top 100 companies, computed each year from 2009 to 2015, are listed in Appendix A. The monthly market returns, with the S&P 500 index used as a proxy for the market, are also listed in Appendix A. We then compute the average monthly stock returns across the 7-year sample period and compare these average monthly returns to the average monthly returns of the market, shown in Table 1 . The result suggests that these companies' average monthly returns are higher than the market returns. The average of the difference between the 100 companies' monthly returns and the market across the 7-year sample period is 0.3933%, with a standard deviation of 1.0929%. Such a difference is statistically significant with the Student's t-test value of 3.2986 and a P value of 0.0014. Our empirical evidence suggests that the top 100 socially responsible companies selected every year outperform the market in their monthly stock returns after they are listed, with the top 100 companies list updated every year. We also find a high correlation between these companies' monthly returns and the market, with a correlation coefficient of 0.9612. This high correlation is expected, given that many of these companies are also included in the S&P 500 index.
To further investigate whether the social responsibility ranking makes a difference, we take the top 75, 50, 25, and 10 companies ranked on the list and examine their average monthly returns separately. The detailed monthly returns for each year of the 7-year sample period are listed in Appendix A. Table 1 summarizes the average monthly returns across the 7-year period and the comparison with the average market returns. Similar to the finding for the top 100 companies, the top 75 companies seem to outperform the market in terms of their monthly returns, with an average difference of 0.3788% and a standard deviation of 1.2000%. The Student's t-test value is 2.8935, significant with a P value of 0.0049. The correlation between the top 75 companies' average monthly returns and the market returns is 0.9534, as shown in Table 1 . The finding is similar for the top 50 companies in that they also outperform the market in terms of their monthly returns, with an average difference of 0.2989% and a standard deviation of 1.1166%. The Student's t-test value is 2.4537, significant with a P value of 0.0162, also shown in Table 1 . The correlation between the top 50 companies' average monthly returns and the market returns is 0.9580.
We narrow down the list to the top 25 companies in terms of their social responsibility ranking. Although the average monthly returns are higher than the average market returns by 0.1749%, the difference is not significant with the Student's t-test at the 5% level, as shown in Table 1 . We also run the top 10 companies and find similar results. The difference is positive but not statistically significant, as shown in Table 1 . Figure 1 combines the results from comparing these top companies' average monthly returns and the market's monthly returns. Note: These are the average monthly returns for the top companies after they are listed as socially responsible and for the market, with the S&P 500 index used as a proxy. The difference shown is between the top companies' average monthly returns and the market's monthly returns. The top companies are not the same companies across years because the list is updated every year. The returns of the listed companies are then compared with the market returns at the annual level. As shown in Table 2 , for the top 100 selected companies on the social responsibility list, the average annual returns are 18.81%, 16.92%, 19.85%, 15.02%, 15.20%, 15.35%, and 15.61% respectively for each of the seven years after they are listed. Compared with the market returns, these annual returns seem to be consistently higher. Thus, our result suggests that if an investor constructs and rebalances an equally weighted portfolio composed of the top 100 companies from the socially responsible company list of the Corporate Responsibility Magazine, the portfolio will beat the market (S&P 500) each year for up to seven years.
We also conduct the same analysis for the annual returns of the top 75, 50, 25, and 10 companies respectively, with the results shown in Table 2 . The difference between the average top companies' returns and the market returns seems to become smaller when the number of companies in the sample is reduced. Conversely, as shown in Figure 2 , the greater the number of these top 100 socially responsible companies, the greater the tendency to generate higher annual returns. We suspect that because the difference between the socially responsible companies' average returns and the market returns is not dramatic, with a bigger population and thus a bigger sample size, the difference becomes more significant. Note: These are the average annual returns for the top companies after they are listed as being socially responsible and for the market, with the S&P 500 index used as a proxy. The difference shown is between the top companies' average annual returns and the market's annual returns. The top companies are not the same companies across years because the list is updated every year.
The socially responsible companies are selected and ranked annually. Comparing lists across years, we find new companies on the list every year, whereas some companies remain on the list across years. We focus on these newly listed companies for every year and compare their monthly returns before and after they are listed. With the complete results readily available from the authors, we do not find a significant difference in the monthly stock returns before and after the companies are listed. At the same time new companies are added to the list, other companies are dropped from the list every year. We investigate the monthly stock returns for the dropped companies and compare their monthly stock returns before and after they are dropped. We do not find a significant difference in their monthly stock returns. Our results thus suggest that the stock performance of these companies does not change dramatically regardless of whether they are added or dropped from the social responsibility list. 
Conclusion
This study investigates the stock performance of socially responsible companies in the U.S. We obtain the socially responsible company lists from the Corporate Responsibility Magazine's website for the years 2009-2015. In March of every year, 100 companies are selected and ranked on the basis of their corporate social responsibility. In this study, the monthly stock returns for these companies are analyzed and compared with the market performance from April to the following March after the companies are selected. We use the S&P 500 index as a proxy for the market.
Our empirical evidence suggests that during our sample period from 2009 to 2015, the 100 selected companies outperform the market in their monthly stock returns after they are listed. To further investigate whether their ranking makes a difference, we take the top 75, 50, 25, and 10 companies as they are ranked on the list and examine their average monthly returns, respectively. As we narrow down the number of companies selected, the difference between these companies' returns and the market returns also narrows. In other words, the portfolio with all of the top 100 socially responsible companies provides the best stock performance for a year after they are listed.
We also extend the analysis to long-term stock performance. We find that these socially responsible companies' annual returns are higher than the market returns for up to seven years after they are listed. We conduct the same analysis on the top 75, 50, 25, and 10 companies, respectively. Similar to the findings on the monthly returns, the difference between these companies' annual returns and the market returns seems to grow smaller when we narrow the number of companies selected. In other words, the bigger the population of the top 100 companies, the greater the tendency to generate higher annual returns. We suspect that because the difference between the socially responsible companies' average returns and the market returns is not dramatic, with a bigger population and thus a bigger sample size, the difference becomes more significant. Nevertheless, being socially responsible adds value to a company.
If an investor constructs and rebalances an equally weighted portfolio composed of the top 100 companies based on the socially responsible company list of Corporate Responsibility Magazine, the portfolio beats the market (S&P 500) each year for up to seven years. However, in practice, transaction costs must be considered. This paper does not consider transaction costs, and this is one of its limitations. In addition, because the S&P 500 index is a value-weighted index instead of an equally weighted portfolio, it may be a good idea to construct a value-weighted portfolio based on these companies and compare the portfolio returns to the market returns. This may also help to solve the puzzle over deteriorating portfolio performance when the portfolio size decreases. However, we do not have the data required to construct value-weighted portfolios on a monthly basis. This is another limitation of this research.
In terms of future research, in addition to exploring transaction costs and value-weighted portfolios, researchers should investigate what these socially responsible companies actually do to be called socially responsible and how being socially responsible affects various aspects of these companies, such as their profitability. This paper provides updated data on a rolling basis over seven years, investigating the stock performance of socially responsible companies to provide a foundation for such research. People often think that being socially responsible can be costly for a company. Our empirical evidence suggests that the stock returns are actually higher for socially responsible companies. We hope to shed some light on this issue and encourage companies to start thinking about the importance of being socially responsible. 
